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What's Fuelling CFM Majestic? 


Six good reasons to invest in CFM Majestic 


We are more than a building products company. 


We are focused on the fastest growing segment of the hearth market. . 


We are building on our lead with an unrivalled R&D program. 
We are the lowest cost operator in the business. 
We are riding a wave of technological and demographic change. 


Industry consolidation will continue to work in our favour. 


What's fuelling CFM Majestic? In 14 years, CFM Majestic Inc. has grown’ 
into one of the world’s leading hearth and home products manufacturers, 
with annual sales of $382 million and 2,100 employees in North America — 
and the United Kingdom. Our success has been fuelled by an unwavering 
focus on the fastest growing segments of our markets and a continuous 
investment program that has yielded the most innovative products and one 
of the lowest cost manufacturing operations in the industry. Today, we are 
positioned for continuing success with broad, complementary product 
- lines, expanding distribution channels and attractive opportunities to 


augment our growth through acquisition. 
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CFM 
MAJESTIC: 


CEM Majestic — 


A diversified home leisure products company 


PRODUCT KEY TRENDS 


Hearth Products 


Outdoor Products [ 

: in the United States aie CFM s ‘anus on the bee -end eee of the 
market leverages manufacturing and gas burner expertise and existing 

tion channels, while yielding substantial counter-seasonal 

benefits. CFM aims to become a leading high-end barbeque manufacturer : 

in North America over the next two ior 


Our gas infrared patio heaters take the chill off spring and fall evenings 
and effectively extend the outdoor season, two reasons for their growing 
: popularity in home, restaurant and other commercial applications. 
Such products meet demographically driven demand for outdoor comforts. 
while fereraeins our bole: distribution ose 


The rising popularity of outdoor leisure and entertainment activities is 
taking the conveniences of the home outside. CFM is meeting this trend 
with specialized outdoor fireplaces that feature realistic masonry design 
and durable ee steel construction. 


salen progu In the pact vue CFM has created a complementary presence in garden - 
- products—the fastest growing segment of the home leisure market—with 
products that have a well-established market position in the mass merchant 
: : channel. The garden products business continues to generate synergies 
through the rationalization of operations, and by providing counter-seasonal 
opportunities to enhance capacity utilization and revenue growth. : 
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profit growth. We expect to generate strong EBITDA margins and free 
cash flow and to create returns on capital significantly in excess of the 
cost of funds invested. 


CFM MAJESTIC INC. P 3 


Summarized Earnings Statement 


(thousands of dollars except per share amounts) 


2000 1999 % change 
Sales 381,900 355,742 ea) 
EBITDA before restructuring and other costs 72,012 66,309 9 
Income before restructuring, other costs 
and income taxes ’ 49,039 46,857 
Restructuring and other costs 23,005 an 
Net income 33,182 16,487 betty a bs 
Earnings per share $ 0.82 $ 0.39. 110 - 
Net income before restructuring and 
other costs Jd,182) 3-2 32,010 4 
Earnings per share before restructuring 
and other costs $ 0.82 $ 0.78 5 
400 80 
300 60 


200 : 40 


o 
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Sales Pre-tax cash flow from operations 
($ millions) ($ millions) 
500 1.0 


Total assets Earnings per share before 
($ millions) restructuring and other costs ($/share) 
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Letter from the Chairman 


CFM led the industry again in fiscal 2000, generating 
double-digit growth in the second half of the year en route 


to a record performance for revenues and earnings. 


Revenues for the year were up $26 million to $382 million, a 7% increase 
over the previous year. Earnings before interest, taxes, depreciation and 
amortization (“EBITDA”) reached $72 million, a 9% increase from 1999. 
Earnings per share reached $0.82 from $0.78 a year ago. 


In the past five years, CFM has achieved an average compound annual sales 
growth rate of more than 20%. The corresponding increase in EBITDA has 
averaged 30%, 


We are proud of this track record, yet we are also quite aware that our share 
price had fallen below $7.00, at the time of writing this letter. That’s less than 
half its all-time high. With respect to this drop in share price, I think I can 
shed some light on our current situation that will give our shareholders a sense 


of confidence in our prospects going forward. 


The market generally regards CFM as a “building products” company, which 
places us in a stock market sub-sector that has posted unfavourable returns 
over the past 12 months. The main reason for this is an uncertain interest rate 
environment and the detrimental effect that has on future expectations for 


housing starts. 


The point to remember is that while a portion of our sales is directed to the 
new home builder market, more than twice as much of our revenue is derived 
from the home renovation and mass merchandising markets. So we really are 
a consumer products company—one that is far less susceptible to cyclical 
downturns than many people think. In fact, during the last three housing 
slowdowns in 1991, 1995, and 1997, CFM achieved strong sales and earnings 
growth. What's more, each of these industry slowdowns led to more favourable 
valuations for selected acquisitions—an important contributor to the Company's 


track record as a successful consolidator. 


The other cause for CFM’s low share price is admittedly self-inflicted. On 
February 17, 2000, we announced our intention to review the Company's 
strategic alternatives, including the outright sale of the Company, to maximize 
shareholder value. What we failed to do, however, was provide the proper 


context for that initiative. 
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Colin Adamson 


Our motivations at the time were twofold. First, we felt, and continue to feel, that the Company's true 


value was not reflected in the share price and we owed it to shareholders to see if there was a way to 
correct that imbalance. As it turned out, our study showed that CFM’s best option was to stick with its 


existing growth strategy. 


The second reason behind the strategic review was a wave of vertical consolidation in which our largest 
competitors in hearth products were buying distribution assets to maintain market share. It was a change 
in direction for the industry that ran contrary to our approach and one we felt did not play to our 


strengths as a focused, technologically advanced manufacturer. 


Since that time, effective vertical consolidation has proved surprisingly difficult to achieve, despite the 
theoretical advantages. The fact is, consumers want choice. So do the distributors who work so hard 

to satisfy their needs. Our approach to the business, which has always emphasized precision-engineered 
products, broad selection and strong business relationships with our distribution and dealer partners, 

is the best way to meet the consumer’s demand for service, selection and value. In short, we don't see 


vertical integration as the threat we once did. 


Looking ahead, we continue to see tremendous opportunity for growth in the home products industry, 
something Jim Lutes will have more to say about in the letter that follows this one. Our optimism in the 
future is evident in our share buy-back program, through which we purchased more than 2.9 million 


shares of CFM Majestic during the past fiscal year. 


CFM will continue to be a leader because we are focused on the fastest growing segments of the hearth 
and barbeque markets. Our products have an edge—in quality, convenience and technology—that makes 
them a source of pride in the consumer’s home and delivers a sense of value that extends far beyond 
price. That’s not to say cost competitiveness isn’t important—in fact, we manage one of the lowest cost 


operations in the business. 


While we expect continued robust growth in these core markets, we also continue to extend the 
Company’s leadership position into complementary home products that leverage our existing research 


and development capabilities, our established trade channels and our manufacturing expertise. 


Equally important, we enjoy the entrepreneurial spirit and dedication of more than 2,100 employees 
worldwide, nearly two-thirds of whom are interested shareholders in this Company. With their continued 


support, we look forward to creating a superior level of shareholder value in the years ahead. 


. 


Colin Adamson 


Chairman and CEO 
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Jim Lutes 
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Letter from the President 


Innovative new products, expanding distribution channels, 
and an unwavering focus on productivity improvement helped 
drive our results in 2000 and make CFM well positioned 

for continued growth. 

Fiscal 2000 review 


Fiscal 2000 was a challenging year for the Company. Softness in the renovation 


and new home markets early in the year, however, was more than alleviated by our 


rapidly expanding presence in the mass merchant and home improvement distribution 


channels, which collectively recorded a significant year-over-year sales increase. 


In particular, we benefitted from strong sales of our indoor and outdoor space 
heating products. This is a market that expands our presence in the mass 
merchandising channel and leverages our existing distribution network. 


And it is one whose potential we have just begun to tap. 


Fiscal 2000 earnings reached record heights, largely on the basis of continued 
improvement in the Company’s cost structure. We are already the leanest operator 


in the industry with margins significantly higher than our nearest competitor. 


During the past year, we continued to build on that position. During the second 
quarter, we completed the integration of our Jomoco operations into our Chicago- 
based Harris facility. Resulting synergies in manufacturing costs and administrative 
expenses have given a more seasonal balance to this operation and have reduced 


combined annual operating costs significantly. 


As part of the operational realignment plan announced in fiscal 1999, we also 
completed the consolidation of our North American hearth product sales, marketing 
and administrative functions at our new 145,000 square foot Mississauga, Ontario 
facility. This was the last step in the consolidation of our core hearth business 

since our expansion into the U.S. five years ago. As a result, we have significantly 
streamlined the manufacturing, customer service and distribution functions and 

set the stage for continuous productivity and service improvements going forward. 
This consolidation leverages our considerable investment in information technology 
over the past two years. More specifically, it positions us to minimize both Company 


and customer inventory levels through improved central logistics. 


What's fuelling CFM Majestic? 

CFM'’s strong sales and earnings performance has been fuelled by the many 
advantages of natural gas hearth products including enhanced aesthetics, 
convenience, low operating costs and environmental friendliness. With our recent 
expansion into other space heating products, more than 70% of our revenues 
now come from gas-fuelled sales and, owing to the advanced technology 


incorporated into our products, they are the most profitable part of the business. 


During the past few years, CFM has consistently invested the substantial cash flows generated by its 


growing hearth sales back into the business. Since 1996, we have spent $3 million to $5 million each year 
in research and development and have invested a total of $65 million in facilities, systems and 
manufacturing process improvements. Already the most innovative manufacturer in the industry, CFM 


continues to build on its leadership. 


CFM’s expansion into the gas barbeque market is a good example. Designed to compete in the mid-to-high 
end of the $2 billion gas barbeque market, and sold under the renowned Vermont Castings trademark, 
this beautifully crafted product leverages our manufacturing capabilities in cast iron, steel fabrication 
and burner technology while taking advantage of established distribution channels. In fact, because 

a large number of our dealers also sell premium outdoor barbeques, CFM’s current distribution network 
has provided the ideal platform for rapid expansion in this market. It is also counter cyclical to hearth 


product sales, one of the reasons such products are eagerly accepted in our distribution network. 


At the same time, a growing portion of our sales growth is coming from new distribution channels such 
as the home renovation and mass merchandising markets. Through the 1998 acquisition of Harris Systems, 
CFM has gained access to a profitable and growing mass merchandising market, which includes leading 
retailers such as Home Depot, Lowes and Sears. The expansion of our product lines through the 1999 
acquisitions of RMC and Jomoco further diversified our earnings while solidifying our position 


as a broad-based supplier of high-quality home products. 


We are also increasing the Company’s revenues and earnings through geographic expansion. The faster 
growing U.S. home products market, which we entered only five years ago, now accounts for over 80% 
of the Company’s sales. CFM has similar plans for the U.K., where our Kinder Fires operation has 
quickly established a beachhead for European growth. Kinder, which has consolidated all operations 

in a state-of-the-art facility in Stoke-on-Trent, England, and standardized its manufacturing platforms. 
in line with our North American operations, is expected to double sales annually for each of the next 
two years. The rest of Europe also offers opportunity. We have continued to expand the Vermont Castings 
European export business and have established good momentum with the space-heating portfolio, 


particularly in the European mass merchant channel. 


Outlook 

We are well positioned as an independent manufacturer in our core home products markets. As for the 
economy, the experts call for more modest but stable growth in Canada and the United States. Natural 
gas prices may continue to rise, but not to a level that would undermine the fuel’s superior benefits in 
our products. Costs of raw materials and labour are expected to remain stable. Within this environment, 


CFM expects to build on its six-year history of record revenue and earnings growth. 


In any event, we will continue to concentrate on those factors that are within our control. That means we 
will focus our research and marketing efforts on the introduction of high-margin, high-value-added, natural 
gas hearth products. We will complement this core business with a growing range of home products that 

leverage our manufacturing processes and take advantage of an established distribution network. And we will 


continue to expand our presence in the mass merchandising market. 
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We are also well positioned to grow through acquisitions in the years to come. We have a very strong 


capital base with a low debt-to-equity ratio and a committed line of credit in excess of $230 million. 
What’s more, our business generated operating cash flow in 2000 of more than $64 million and our 


requirements for sustaining capital expenditures are relatively low. 


If past experience is any guide, we believe that present market uncertainties may present some excellent 
opportunities for growth. This is a company that thrives on change and one that is ready for it. We have fully 
integrated our previous acquisitions and have a strong management team in place. We have well-established 
brands and strong distribution channels. In short, we have never been in a better position to take advantage 


of opportunities to grow and create value in this business. 


Jim Lutes 
President and COO 


From left to right: 
John Kinder — Managing Director, CFM Kinder Limited 
Steve Haramaras — President, CFM Harris Systems 


Susan Marlow — Vice President, Human Resources and Development 
Joe Malaga — Executive Vice President, CFM RMC International 

Dan Downing — Vice President, Manufacturing and Engineering 

Scott Dunlop — Vice President, General Counsel and Secretary 

Ron Calvert — President, Vermont Castings, Majestic Products Division 
Mike Resmo — President, CFM RMC International 


Peter Plows — Senior Vice President, Operations 
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CFM is generally regarded as a building products 
company. Yet more than 65% of our revenues come 
from the home renovation and mass merchandising 
channels. That makes us primarily a consumer 
products company in the home products market. 
As such, our sales are far less susceptible to changes 
in interest rates and the cyclical downturns they can 
trigger in the new housing market. During the past 
five years, CFM has significantly diversified its 
earnings through the development of complementary 
product categories that leverage our manufacturing 
expertise and existing distribution channels. 
Today, the percentage of the Company’s revenues 
derived from sales to the home renovation 

and mass merchandising distribution channels 


is steadily increasing, a trend we expect to continue 


in the future. 


REASON TWO 


See 


hottest segment of the hearth marke 


Almost two-thirds of CFM’s sales come from 
higher margin natural gas products—by far 
the fastest growing segment of the hearth 
market. Such sales have been climbing for 
12 years, averaging 10% annual compound 
growth since 1991. The increasing popularity 
of natural gas is one reason for that trend. 
Others include the outstanding convenience 
and performance of the high-value hearth 
products that go on the end of the gas line. 
We'll continue to see more of them in the 
future. In 1996, 67% of all U.S. homes relied 
on natural gas as a primary heating source— 
more than double the figure a decade earlier. 
By 2010, the American Gas Association 
predicts that 81% of U.S. homes will be 
heated by natural gas—about the same level 
of penetration as in Canada today. 
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REASON (THREE) 


\ 


CFM is a technology leader with one of the largest 


and most advanced product lines in the industry. 
But above all, our products are market focused. We 
work hard to identify emerging consumer needs and 
we assess Our opportunities and plan our product 


development accordingly. During the past five years, 


our investment in research and development has 


averaged $3-$5 million per year—a sustained 
commitment to product leadership. From our 


patented Insta-Flame ceramic burner to the cleanest 


burning wood stove ever tested by the U.S. 


Environmental Protection Agency, CFM Majestic 
products are renowned for their leading-edge design, 
durability and convenience. In fiscal 2000, more 
than 30% of total sales was derived from products 


introduced to the market in the past two years. 


e CFM's market leadership depend: 
On proven performance, continuous 
product innovation, and above all, 
an unsurpassed reputation for quality 
That’s why advanced technology is built 


¢ we make, from our 


electric and wood 


rth products, to our premium Vermont 


continues to lead 


Castings grills. ( 


investment reaching $5.3 million or 1.4% 


of net sales, a 30% increase over 1999 
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REASON | FOUR 


It’s a fact. CFM is a vertically integrated 
manufacturer—from raw materials to finished 


product to a centralized customer service capability. 


That gives us unique opportunities to capture 
margins at each stage of the production and sales 
and service process. Unlike the rest of the industry, 
we manufacture everything that goes into our 
products except for valves and glass. This unique 
degree of vertical integration gives us many 
powerful advantages including: greater manufacturing 
flexibility, faster time to market for new products, 


lower inventory requirements and the ability to create 


standardized, interdivisional parts and production 
platforms. Our centralized customer service and 
marketing processes allow us to rapidly communicate 
with customers and streamline time to delivery. 
Since 1996, CFM has invested more than $65 million 


in manufacturing and business process improvements, 


one reason the Company has a lower cost base 
and higher operating margins than most of 


its competitors. 
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Fundamental demographic trends, such as 
the tendency of aging, affluent baby-boomers 
to spend more leisure time in larger homes 
and gardens, are helping to drive CFM’s 
growth. In the United States, the number of 
households headed by persons over 40 years 
of age is 79% and growing. These consumers 
are drawn to gas hearth products for their 
elegance, performance and convenience. 

They also know that hearth products represent 
one of the few investments that will actually 
increase the value of their homes. Demand for 
the Company’s increasingly diverse line of 
other home products—such as our premium 
Vermont Castings barbeques, Dyna-Glo 
indoor and outdoor space heaters and our 
counter-seasonal line of Victoria Garden 
accessories—is poised for growth thanks 


to the same demographic fundamentals. 


o] 


© CFM’s expanding line of quality home 
products is benefitting from the rise of 
the over-40 age demographic segment, 
which not only commands the bulk of 


the population's disposable income, 


le trends. Among 


Is are a Steady move toward 


arger homes, an increase in the number 


00.00 oducts per home, a desire 
to spend more leisure time at home 
with families and rising expectations 
for Ck 
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REASON SIX 
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Company founded. 


CFM builds a state-of-the-art manufacturing facility 


in Mississauga, Ontario. 
Initial Public Offering. 


CFM expands presence in U.S. market through the 


$97 million acquisition of Majestic. 


Hearth product line expanded with the $76 million 


acquisition of Vermont Castings. 


Patented Insta-Flame technology introduced to 


Vermont Castings products. 


The acquisition of Harris Systems extends our reach 


into grawing mass merchant retail channels. 


CFM establishes a presence in the U.K. through the 


acquisition of Kinder Fires. 


The completion of Kinder’s new facility at Stoke-on-Trent 


quadruples U.K. production capacity. 


CFM takes a leadership position in the space heating business 


with the acquisition of RMC International. 


CFM extends its hearth accessories offering and enters 
the counter-seasonal garden accessories market with the 


acquisition of Jomoco Products. 


CFM launches a new line of premium Vermont Castings grills. 


CFM’s sales and EBITDA have increased at 
compound annual growth rates of 22% and 30% 
respectively, in the past five years. That exceptional 
performance has been fuelled by more than 

$260 million in acquisitions, all of which have 
significantly expanded our product lines and 
distribution, while contributing to a pre-tax earnings 
margin that has increased from 4% to 12.8% 
between 1996 and 2000. CFM is one of the 

few hearth manufacturers with the scale and 
financial resources to take advantage of continuing 
acquisition opportunities. Our expanding barbeque, 
space heater and garden accessory lines offer similar 
growth potential—through acquisition and market 
penetration—as the number of home product 


manufacturers and vendors continues to consolidate. 


Management’s Discussion and Analysis 


Overview 


CEM produced record revenues and earnings in fiscal 2000. After lower than 
expected growth early in the year in the core hearth markets, the Company 
benefitted from strong growth in the mass merchant channel and new product 
introductions.. Operating cost control and the benefits of the business 
realignment undertaken in 1999 contributed to record earnings for the year. 
At the end of the fiscal year, the Company was well positioned for continued 


growth through increasing product sales to a diversified distribution base. 


Introduction 

The following management’ discussion and analysis ((MD&A”) 
provides a review of important events, results of operations and 

the financial position of CFM Majestic Inc. ( “CFM Majestic’, 
“CFM” or the “Company’) for the. year ended September 30, 2000 
(“2000”), in comparison with those for the year ended October 2, 
1999 (“1999”). This discussion should be read in conjunction 

with the consolidated financial statements for 2000 and the 


accompanying notes. 
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Management’s Discussion and Analysis 


This MD&A contains forward-looking statements. These forward-looking statements, by their nature, necessarily 
involve risks and uncertainties that could cause actual results to differ materially from those contemplated by these 
forward-looking statements. CFM Majestic considers the assumptions on which these forward-looking statements 
are based to be reasonable at the time they were prepared, but cautions the reader that these assumptions regarding 
future events, many of which are beyond the control of CFM Majestic, may ultimately prove to be incorrect. 
Factors which could cause actual results or events to differ materially from current expectations are discussed 

on pages 19 and 20 under “Risk and Uncertainties”. 


Results of Operations 

Sales 

CFM’s consolidated sales increased 7% to a record $381.9 million in fiscal 2000, compared to $355.7 million 
in 1999. Contributions to the Company’s sales growth in the year included: 


Strong acceptance of new product introductions in the retrofit hearth market in the United States. 

Strong initial year market placement for the Company’s new Vermont Castings gas grills. 

Market share gains for the Company’s electric fireplace product as a result of expanded distribution channels 
for this product. 

Continued sales growth from the CFM Kinder division in the U.K. 

Growth in sales of our indoor and outdoor space heating products in the mass merchant channels. 


These positive achievements were partially offset by: 


A slowdown in new home starts throughout North America. 

The Company's decision to cease supply to a large distributor following a change in their ownership. 

Lower demand in the Company’s hearth dealer and distribution markets in the early part of the year, in part 
precipitated by record warm fall and winter temperatures. 

Reduced sales to the Company’s North American gas utility customers due to changes in their buying practices. 


Gross Profit 
Gross profit increased by $14.0 million or 11% to $137 million in the year. As a percentage of sales, gross profit 
reached a record 35.9%, up from 34.6% the year before. 


The improvement in the year was a result of: 


Manufacturing cost savings achieved at the Company’s Chicago, Illinois operation resulting from the counter- 
seasonal impact of garden product production. 

Manufacturing efficiencies at the Company’s Mississauga, Ontario location resulting from increased volumes 

of new products. 

Full year of sales from the Company's indoor and outdoor heater line with significant growth in European heater sales. 


Selling and Administrative Expenses 
Selling and administrative (“SG&A”) expenses at $59.6 million increased $7.0 million or 13% from 1999. 


A large portion of the increase can be attributed to a full year of expenses from acquisitions that took place in the 
fourth quarter of 1999. Operating expenses of the CFM Kinder operation in the U.K. also increased to support 
the continued sales growth. 


Research and Development 

The Company's R&D program continues to deliver new and improved products to market. CFM continued 

its commitment to market-focused R&D with fiscal 2000 investment reaching $5.3 million or 1.4% of net sales, 
a 30% increase over fiscal 1999. 


During the year, the Company successfully launched a number of new products, resulting in incremental revenue 
in the year. These included: the launch of the new line of Vermont Castings gas grills, expansion and improvement 
in the electric fireplace product, development of non-catalytic wood stoves and continued introduction of gas 


fireplace products. 
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Management’s Discussion and Analysis 


EBITDA and EBIT 
Growth in earnings before interest, taxes, depreciation and amortization (“EBITDA”) and earnings before interest 
and taxes (“EBIT”) exceeded top line sales growth in the year. 


EBITDA before restructuring and other costs increased 9% to $72.0 million in 2000, from $66.3 million 
in 1999. EBITDA margins improved to 18.9% of net sales from 18.6% in 1999 primarily as a result of 


improving gross margins. 


EBIT increased 10% to $56.3 million. EBIT margins increased to 14.7% in the year from 14.4% in 1999. 
This improvement is due to lower depreciation expense resulting from the redundant capital asset write-offs 
in 1999. Goodwill amortization before tax increased by $1.7 million to $6.7 million due to the full year 
impact of the acquisitions completed late in fiscal 1999. 


Interest Expenses 
Net interest expense increased by $2.8 million to $7.2 million in 2000. The increase in interest expense relates 
to a full year impact from the debt incurred to finance acquisitions completed in the fourth quarter of 1999. 


Basic Earnings per Share 

Basic earnings per share before restructuring and other costs increased 5% to $0.82 from $0.78 in 1999 
as a result of a 3.6% increase in net income and a 1.3% decrease in the weighted average number of basic 
shares outstanding. The weighted average number of shares declined to 41,397,710 as of September 30, 2000 
as a result of repurchases of shares under the Company’s normal course issuer bid. 


Fiscal 1999 Restructuring and Other Costs 

The Company’s rapid growth, recent acquisitions and future business plans created an opportunity in 1999 
to streamline operations and eliminate redundant assets. Identified assets were written down and any 
associated costs were provided for. In addition to this business realignment, the Company incurred legal 
costs in 1999 at a significantly higher level than normal, related primarily to the defense of two simultaneous 
patent infringement claims in the United States. These business restructuring and other costs amounted 
to $23.0 million and are detailed below: 


Facility rationalization, severance and other realignment expenditures $ 16.4 million 
Legal costs $ 4.4 million 
CFM Harris Systems realignment costs $ 2.2 million 


The activities carried out to effect this realignment were completed by March 31, 2000. Of the total charge 
of $23 million, non-cash items amounted to $16.4 million. 


Operating benefits resulting from the realignment include a more effective centralized customer service capability 
based on efficient order taking, manufacturing, planning and distribution operations. The Company’s 
centralized information technology capability supports this central management approach and will offer 
further operating costs and improvement opportunities in the future. 


Financial Position, Liquidity and Capital Resources 

During 2000, the Company generated $57.9 million in cash flow from operations before changes in 
non-cash working capital, an increase of 27% from the $45.7 million generated in 1999. The Company's 
historical seasonal cash flow pattern continued in fiscal 2000. The peak investment in working capital occurs 
during the Company’s 4th quarter. Cash from operations is generated primarily in the 1st and 2nd quarters. 
Non-cash working capital requirements increased for the year by $15.1 million to $26.5 million. Investment 
in inventory was up $11.0 million representing a pre-season ramp up of the Company’s gas grill program, 
with production commencing in the first quarter of fiscal 2001, as well as the Company’s increased commitment 
to work in process inventory in the electrical fireplace products. Accounts receivable increased approximately 
$9.0 million at September 30, 2000 versus October 2, 1999. The increase in receivables reflects the timing 
of our revenues with September 2000 representing a record sales month for the Company. After funding 
our working capital requirements, operating activities provided cash of $31.4 million. 


The Company reinvested this cash flow in its future growth. In total, the Company invested $31.7 million in 
2000. The acquisition of Jomoco and another $3.0 million investment in a joint venture in the year totalled 
$22.7 million. The Company also invested $13.4 million in new property, plant and equipment and received 
$4.4 million from the sale of redundant assets. 
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Management’s Discussion and Analysis 


The Company's net debt increased by $23.4 million to $132.4 million reflecting the residual over operating 

cash flows of the amounts required to fund capital expenditures, Jomoco acquisition costs and $20.8 million 

of cash utilized in our issuer bid program. During the year, the Company successfully completed the arrangement 
of a $235 million syndicated unsecured banking facility. The Company is capitalized with net debt to total 
capital employed of 35.2% versus 32.6% at October 2, 1999. Our expectation for 2001 is that we will be able 
to complete our issuer bid and fund our capital expenditures program and the anticipated US$15.0 million final 
contingent payment in connection with the RMC acquisition. This will provide approximately $100 million 

in available capital for future investments and acquisitions. 


With the objective of maximizing return on capital employed, the Company repurchased and cancelled 2,959,100 
common shares during the year for $20.8 million. The Company has renewed its normal course issuer bid under 
which it can repurchase up to 2,987,000 additional common shares by September 26, 2001. As at December 14, 
2000 the Company had repurchased 1,221,100 shares at an average price of $6.53. 


Shareholders’ equity increased by $17.7 million or 8% to $243.5 million over 1999 with net book value per share 
increasing to $6.16, up 16% from $5.33 in 1999. Net earnings for the year added $33.8 million to shareholders’ 
equity. The purchase and cancellation of common shares under the issuer bid decreased shareholders’ equity by 
$20.8 million. A $4.1 million increase in cumulative currency translation adjustment was due to the strengthening 
of the U.S. dollar against the Canadian dollar in the year. 


Risk and Uncertainties 

The Company is subject to a number of the usual risks associated with operating in a durable consumer 
products industry. The Company manufactures a line of hearth, heating and barbeque products and accessories 
for the North American and U.K. markets. Demand for these products is affected by the general state of the 
economy, including the level of housing starts and consumer spending on home renovations and remodelling, 
and the weather. The Company seeks to minimize the effect of these short-term variances by geographic and 
product-line and distribution-channel diversification. 


A substantial portion of the Company’s products is based on gas-fuelled products. Major changes in the prices 
of natural gas, propane or kerosene may affect the markets for the Company’s products. 


In the normal course of business, the Company monitors the financial condition of its customers and reviews 
on a regular basis the credit history of each new customer. The Company establishes an allowance for doubtful 
accounts that corresponds to the specific credit risk of its customers, historical trends and economic circumstances. 
The Company does not believe that it is exposed to an unusual level of customer credit risk. 


An increasing proportion of the Company's revenues are generated from mass merchant customers. There is a trend 
to increased concentration in the mass merchant channel through continued retailer consolidation. In future, as the 
Company’s sales to this type of customer grow, the risk increases that loss of revenue from one or more of these 


customers could adversely affect the Company’s operating results. 


As the Company continues to expand the scope of its activities in foreign markets, it becomes exposed 

to a greater degree of foreign exchange risk. The Company has exposure to exchange rate changes as a result 

of its net investment in foreign subsidiaries. The U.S. and U.K. operations are considered self-sustaining foreign 
operations for financial reporting purposes. Gains or losses on translation of the Company's net investment 

in foreign subsidiaries are recorded as a separate item of shareholders’ equity. 


Any weakening in the value of the U.S. dollar or British pound against the Canadian dollar would result in lower 
revenue and earnings for the Company when stated in Canadian dollars. 


The Company also imports certain products from South Korea. While these purchases are denominated in U.S. 
dollars, the Company is subject to adjustments in product pricing, either favourable or unfavourable, depending 

on the relationship of the Korean won and the U.S. dollar. Significant strengthening of the Korean won could result 

in lower earnings for the Company. 

The Company's Canadian operations utilize raw materials purchased in U.S. dollars. A substantial portion of the 
foreign exchange exposure on these purchases is offset by a corresponding revenue stream obtained from sales of 
products manufactured in Canada and sold into the United States. U.S. denominated debt allows the Company to 
mitigate the currency translation effects on these operations. The Company continues to monitor foreign exchange 
rates and their impact on the balance sheet and structures borrowings that are efficient on an economic and tax basis. 


di 
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Management’s Discussion and Analysis 


While not currently a party to any exchange hedging instruments, if deemed necessary, the Company 
may enter into such arrangements in the future. Most of the Company’s interest bearing debt is floating rate, 
based upon prime rate based loans, Bankers’ Acceptances, LIBOR loans or any combination thereof. 
Interest bearing debt was $148.8 million at September 30, 2000. 


Due to the nature of the Company’s manufacturing operations, environmental laws and regulations have not 
had, and are not expected to have, a significant impact on operations. 


Quarterly Financial Results 


(in thousands of dollars, except per share amounts) 


Ql Q2 Q3 Q4 Full Year 
ore Sere are TRACT doa see a eee aig? Bees $4 

Sales 107,363 101,742 64,808 62,677 89,142 78213 120,587 113,110 381,900 355,742 
Net income before 

restructuring 

and other costs 11,256 11,590 2,484 2,483 7,349 6506 125693-— 12°03 335782) 32/610 
Net income 11,256 11,590 2,484 2,483 7,349 6,506 12,693 (4,092) 33,782 16,487 
Per share 
Basic 
Earnings before 

restructuring 

and other costs 0.27 0.28 0.06 0.06 0.18 0.16 0.31 0.28 0.82 0.78 
Net income 0.27 0.28 0.06 0.06 0.18 0.16 0.31 (0.11) 0.82 0.39 
Fully diluted 
Earnings before 

restructuring 

and other costs 0.26 0.27 0.06 0.06 0.18 0.16 0.30 0.28 0.80 = 0.77 
Net income 0.26 0.27 0.06 0.06 0.18 0.16 0.30 (0.11) 0.80 0.38 


Outlook 

The Company is well positioned for future growth opportunities. With a broad portfolio of products 

in the hearth, space heating and barbeque markets, the Company is positioned to expand geographically 
and within existing channels of distribution. Continued commitment to technological innovation to drive 
the convenience, aesthetics, and functionality of consumer home products will be a sustaining element 

in the Company’s future. 


The Company has the financial capacity to continue growth through acquisition and we have demonstrated our 
capability to rapidly assimilate acquired companies and reposition them for future growth. We expect a stable 
consumer products economic environment in fiscal 2001 and believe that continued consolidation will be 
possible. We intend to maximize our market position and maintain focus on operating profitability so that we 
have sufficient resources to finance our future growth. 
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Management’s Responsibility for the Financial Statements 


The accompanying consolidated financial statements of CFM Majestic inc. have been prepared by management in 
accordance with generally accepted accounting principles consistently applied. The significant accounting policies, 
which management believes are appropriate for the Company, are described in note 1 to the consolidated financial 
statements. The financial information contained elsewhere in this Annual Report is consistent with that in the 
consolidated financial statements. 


Management is responsible for the integrity and objectivity of the consolidated financial statements. Estimates are 
necessary in the preparation of these statements and, based on careful judgements, have been properly reflected. 
The Company’s accounting procedures and related systems of internal control are designed to provide reasonable 
assurance that its assets are safeguarded and its financial records are reliable. 


The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial reporting 
and internal control. The Audit Committee of the Board is responsible for reviewing the annual consolidated financial 
statements and reporting to the Board, making recommendations with respect to the appointment and remuneration 
of the Company's Auditors and reviewing the scope of the audit. Management recognizes its responsibility for 
conducting the Company’s affairs in compliance with established financial standards and applicable laws and 
maintaining proper standards of conduct for its activities. 


Ke fhe 


Colin Adamson, Jim Lutes, 
Chairman and CEO President and C00 


Auditors’ Report 


To the Shareholders of 
CFM Majestic Inc. 


We have audited the consolidated statements of financial position of CFM Majestic Inc. as at September 30, 2000 

and October 2, 1999 and the consolidated statements of operations and retained earnings and cash flows for the years 
then ended. These financial statements are the responsibility of the Company's management. Our responsibility is to 
express an opinion on these financial statements based on our audits. 


We conducted our audits in accordance with auditing standards generally accepted in Canada. Those standards 
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are 
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts 
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and 
significant estimates made by management, as well as evaluating the overall financial statement presentation. 


In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position 
of the Company as at September 30, 2000 and October 2, 1999 and the results of its operations and its cash flows 
for the years then ended in accordance with accounting principles generally accepted in Canada. 


Crnet ¥ ee LLP 
Toronto, Canada, 


November 10, 2000 Chartered Accountants 


“i 
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Consolidated Statements of Operations and Retained Earnings 


(in thousands of dollars except earnings per share) 


For the For the 
year ended year ended 
September 30, 2000 October 2, 1999 
ee 
Sales 381,900 BD DAZ 
Gost of Sales!) 0 es 244893 2320 
Gross profit, 137007 1307 
Expenses 
Selling and administrative 59,647 52,621 
Research and development 5,348 4117 
Depreciation and amortization 9,051 10,019 
Interest income (942) (443) 
Interest expense’) 1) Mg See 8:18): -<c aty 4309 
ed. 12100. 
Income before the undernoted items 59,716 51,864 
Restructuring and other costs (note 12) Peet ho, 3065 
Income before income taxes and amortization of goodwill 55,716 28,859 
Income taxes (note 9) 2 3720 | 
Income before amortization of goodwill 38,443 20,139 
Amortization of goodwill (2000 — net of tax of 
$2,016)1999- $1,355) ae 46610 3652 
Net income for the year eee SI. 
Retained earnings, beginning of year 71,507 57,930 
Share issuance costs (1999 — net of taxes of $100) (note 5b) —_ (160) 
Options repurchased (1999 — net of taxes of $641) (note 7) — (1,032) 
Premium on redemption of common shares (note?) (10,824) (1,723) 
Retained earnings, end of year aX. 94,465 71,507 
Earnings per share (note 11) $0.82 $0.39 
Earnings per share before goodwill amortization $0.93 $0.48 
Fully diluted earnings per share (note 11) 0 $0.80 $0.38 


See accompanying notes 
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Consolidated Statements of Financial Position 


(in thousands of dollars) 
As at September 30, 2000 and October 2, 1999 


Assets 

Current 

Cash and cash equivalents 
Accounts receivable 
Income taxes recoverable 
Inventory (note 3) 

Prepaid and other expenses 
Future income taxes 

Total current assets 
Capital assets, net (note 4) 
Future income taxes 
Deferred financing costs and other assets 
Goodwill, net 


Liabilities and shareholders’ equity 

Current 

Bank indebtedness 

Accounts payable and accrued liabilities (note 5a) 
Current portion of long-term debt (note 6) 

Income taxes payable 

Future income taxes 

Total current liabilities 

Long-term debt (note 6) 

Future income taxes 

Total liabilities 

Minority interest 

Contingencies and commitments (notes 5 and 10) 


Shareholders’ equity 
Share capital (note 7) 
Retained earnings 


Cumulative translation adjustment (note 8) 
Total shareholders’ equity 


See accompanying notes 


On behalf of the Board: 


Director 
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2000 1999 
& $ 
16,473 7,561 
108,155 97,362 
3,459 — 
73,950 61,858 
1,868 1,166 
De Coe gee yg Grote’, 
ANT __ 181,133 
81,572 79,059 
879 1,281 
3,103 1,890 
195,517 199,097 
452,248 418.420 
7,540 3,385 
45,658 63,352 
15,518 36,236 
— 350 

ee Bae tie 
68,811 103,467 
125,779 76,947 
13,968 11,934 

208,558 192,348 
237 366 
133,549 142,833 
94,465 71,507 
15,439 11,366 
243,453 | 225,706 
452,248 418,420 


es 


Director 


Consolidated Statements of Cash Flows 


(in thousands of dollars) 


For the For the 
year ended year ended 
September 30, 2000 October 2, 1999 
ga daeeeee eC 
Cash flows from operating activities 
Net income for the year 33,782 16,487 
Add (deduct) items not involving cash 
Depreciation and amortization 15,728 15,026 
Future income taxes 9,147 (2,167) 
(Gain)/loss on disposal of capital assets (761) 29 
Restructuring and other costs (note 12) ARE eros 16,283 - 
57,896 45,658 
Changes in non-cash working capital 
Accounts receivable (9,106) (10,810) 
Inventory (10,932) (3,952) 
Prepaid and other expenses (701) 243, 
Other assets — (875) 
Accounts payable and accrued liabilities (2,440) (1,503) 
Income taxes (recoverable) payable - (3,343) ___ 0,40] ae 
aden (26,522) (11,410) fy 
Cash flows provided by operating activities 31,374 = 34,248 
Cash flows from investing activities 
Acquisitions (note 5a and b) (22,741) (35,031) 
Purchase of capital assets (13,413) (16,786) 
Proceeds on disposal of capital assets 4,431 ar 322 7 
Cash flows used in investing activities (31,723) (51,495) | 
Cash flows from financing activities 
Proceeds from non-revolving term facilities 48,747 30,258 
Repayment of non-revolving term facilities (9,728) (11,500) 
Revolving term facility, net (16,682) 38,804 
Bank indebtedness 4,155 (36,867) 
Capital leases and other long-term debt 4,182 (449) 
Repurchase of common shares (note 7) (20,812) (2,357) 
Options repurchased (note 7) — (1,673) 
Issuance of common shares (note 7) 705 276 
Deferred financing costs (1,362) (358) 
Cash flows provided by financing activities . 9205 16,134 
Effect of foreign currency translation on cash 
and cash equivalents 56 (221) 
Net increase (decrease) in cash and cash equivalents i’ at . 
during the year 8,912 (1,334) 
Cash and cash equivalents, beginning of year 7,561 __ 8,895 
Cash and cash equivalents, end of year 16,473 7,561 
Supplementary cash flow information 
Cash taxes paid 10,073 928 
Cash interest paid 71,917 3,22 


See accompanying notes 
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Notes to Consolidated Financial Statements 


September 30, 2000 
(in thousands of dollars) 


1 | Nature of Operations 


CFM Majestic Inc. (the “Company”) is amalgamated under the laws of the Province of Ontario. The Company is a leading 
vertically integrated manufacturer of hearth products and related accessories in North America and the United Kingdom. 
The Company designs, develops, manufactures and distributes a complete line of hearth products, including gas and 
wood-burning fireplaces, free-standing stoves, gas logs, hearth accessories, indoor and outdoor space heaters and a 
growing number of outdoor leisure products, and maintains an ongoing program of research and development aimed at 
continually improving the quality, design, features and efficiency of its products. The Company began operating in 1987 
in Mississauga, Ontario and now has seven additional facilities in the United States and one in Stoke-on-Trent, England. 
In addition, the Company has exclusive manufacturing arrangements with two factories in Korea. 


Significant Accounting Policies 

Basis of presentation 
These consolidated financial statements include the accounts of the Company and its subsidiaries from the dates of 
their acquisition. All significant intercompany amounts and transactions have been eliminated upon consolidation. 
Effective in 1999 the Company changed its accounting period from a twelve-month calendar year ending on September 30 
to a fifty-two week calendar year ending on the Saturday nearest September 30. 


Use of estimates 
The preparation of financial statements in conformity with accounting principles generally accepted in Canada 
requires management to make estimates and assumptions that affect the amounts reported in the financial 
statements and accompanying notes. Management believes that the estimates utilized in preparing its consolidated 
financial statements are reasonable and prudent; however, actual results could differ from these estimates. 


Inventory 
Inventory is carried at the lower of cost, as determined on a first-in, first-out basis, and market value. Market value 
is defined as net realizable value for finished goods and work-in-process, and replacement cost for raw materials. 


Translation of foreign currencies 
The accounts of self-sustaining foreign operations are translated into Canadian dollars using the current rate method, 
under which all assets and liabilities are translated at the exchange rate prevailing at year-end, and revenue and 
expenses at average rates of exchange during the year. Gains or losses on translation of these account balances 
are not included in the consolidated statements of operations and retained earnings but are deferred and shown as 
a separate item of shareholders’ equity. Gains or losses on foreign currency loans that are designated as hedges of 
a net investment in self-sustaining foreign operations are reported in the same manner as translation adjustments. 


Foreign currency denominated monetary assets and liabilities of Canadian operations are translated at the exchange rate 
prevailing at year-end, and revenue and expenses (other than depreciation and amortization) at average rates of 
exchange during the year. Exchange gains and losses arising on the translation of the accounts are included in income. 
Non-monetary assets, liabilities and depreciation and amortization are translated at historical rates of exchange. Long- 
term debt payable in foreign currency is translated at the exchange rate prevailing at the year-end, with the resulting 
adjustment either included as a separate item in shareholders’ equity or amortized over the remaining term of the debt. 


Deferred financing costs 
Deferred financing costs are amortized on a straight-line basis over the remaining term of the corresponding debt. 
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Notes to Consolidated Financial Statements 


September 30, 2000 
(in thousands of dollars) 


Capital assets 
Capital assets are recorded at cost. Depreciation is provided on the original cost less estimated salvage value of 
buildings and equipment using the straight-line method based on estimated useful lives as follows: 


Buildings 31 years 
Leasehold improvements 5 years 
Machinery and equipment 4 to 20 years 
Computer and automotive equipment 4 to 7 years 
Office furniture and equipment 10 years 


Depreciation commences on capital assets under construction once the construction has been completed. Assets held 
for disposal are recorded at the lower of cost and net realizable value. 


Revenue recognition 
Revenue from sales of manufactured products is recognized either at the date of shipment or delivery, depending on 
the shipping terms. Commission revenue is earned when an exclusive manufacturer ships product directly to the 
customer. 


Research and development 
Research and development costs are expensed as incurred unless the development costs meet the criteria for deferral. 
Investment tax credits relating to qualifying scientific research and experimental development expenses are included 
in net income for the year on the same basis as the related expenditures charged to operations. 


Goodwill 
Goodwill comprises the excess of cost over fair values of the underlying net assets acquired and is amortized over 25 
years. On an ongoing basis, management reviews the valuation and amortization of goodwill, taking into consideration 
any events and circumstances which may impair the recorded amount. An impairment in goodwill is determined by 
comparing the projected future cash flows using a discount rate reflecting the Company’s average cost of funds to 
the recorded amount. 


Stock based compensation plan 
No compensation expense is recognized when stock options are issued to employees. Any consideration paid by 
employees on exercise of stock options or purchase of stock is credited to share capital. If stock options are 
repurchased from employees, the excess of the market value of the stock at time of repurchase over the exercise 
price is charged to retained earnings. 


Income taxes 
In the year ended September 30, 2000, the Company retroactively adopted the liability method of tax allocation 
for accounting for income taxes as provided for in the new recommendation of The Canadian Institute of Chartered 
Accountants. Under the liability method of tax allocation, future tax assets and liabilities are determined based on 
differences between the financial reporting and tax bases of assets and liabilities and are measured using the 
substantially enacted tax rates and laws that will be in effect when the differences are expected to reverse. Previously, 
the Company followed the allocation method of accounting for income taxes. As permitted under the new rules, prior year 
financial statements have not been restated. There was no material impact on the fiscal 2000 consolidated financial 
statements or on the opening retained earnings for fiscal 2000 as a result of the application of the new standards. 
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Financial instruments 
The following methods and assumptions were used in estimating the fair values of financial instruments: 


Current financial assets and liabilities: Terms are such that their carrying amounts approximate fair values. 


Variable rate bank facilities: The carrying amounts of variable rate debt approximate fair value because the 
rates are refiective of the current market. 


Committed long-term bank facilities and capital lease obligations: Fair values are estimated using discounted 
cash flow analysis based on current incremental borrowing rates for similar borrowing arrangements. 


Credit risk 
The Company’s financial assets that are exposed to credit risk consist primarily of cash and cash equivalents and 
accounts receivable. 


Cash and cash equivalents which consist of short-term investments, primarily overnight deposits, are invested with 
recognized Canadian and U.S. banks. 


The Company sells products to a diverse group of customers within the hearth products and accessories industry 
thereby mitigating any concentration of credit risk. 


Inventory 
Inventory consists of the following: 


2000 1999 
$ $ 
Raw materials 26,926 23,261 
Work-in-process 11,253 10,442 
Finished goods 35,771 28,155 
th deol 73,950 61,858 
4 | Capital Assets 
Capital assets consist of the following: 
2000 
Accumulated Net book 
Cost depreciation value 
ae een Ae 
Land 4,042 — 4,042 
Buildings 27,897 3,182 24,715 
Leasehold improvements 6,867 618 6,249 
Machinery and equipment 62,481 24,980 37,501 
Computer equipment 9,263 4,514 4,749 
Automotive equipment 1,352 655 697 
Office furniture and equipment 4,046 1,295 2,751 
Capital assets under construction sees Am aa BS Oe In of a 
116,816 35,244 81,572 
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Notes to Consolidated Financial Statements 


September 30, 2000 
(in thousands of dollars) 


1999 
Accumulated Net book 
Cost depreciation value 
notauits tii D ccatinieusmn bcuseae 
Land 4,087 — 4,087 
Buildings 28,035 2,455 25,580 
Leasehold improvements 4,186 295 3,891 
Machinery and equipment 53,105 21,232 31,873 
Computer equipment 8,440 3,201 5,239 
Automotive equipment 1,398 728 670 
Office furniture and equipment 5,326 1,891 3,435 
Capital assets under construction 507 — 507 
Assets held for disposal 11 cen aa tnwen 1 oo 
— 108,861 29,802 79,059 


5 | Acquisitions 

a) Jomoco Products Company 
Effective August 1, 1999, the Company acquired substantially all of the net assets of Jomoco Products Company 
(“Jomoco”) for cash consideration of $16,117. Additional cash consideration of US$2,500 was paid on April 1, 2000 
as Jomoco achieved an earnings target for the calendar year 1999. The additional consideration of US$2,500 was 
allocated to goodwill in fiscal 2000. 


Jomoco, located in Tulsa, Oklahoma, is a manufacturer of fireplace chimney caps, hearth accessories and garden 

accessories. The acquisition was accounted for using the purchase method with the purchase price allocated to net 

identifiable assets at their fair value, as detailed below. Liabilities assumed include planned integration costs of $2,058. a 
Of this amount $1,005 remains as at September 30, 2000. The results of operations of Jomoco are included in the 

Company's consolidated statement of operations for the period since acquisition. The acquisition is summarized as follows: 


Sebo ete . ee 
Total assets 4,273 
Goodwill 16,571 
Less liabilities assumed) a a GT) 
Net assets acquired 16,117 


The cash consideration of $16,117 was paid on November 4, 1999 and accordingly was included in accrued liabilities 
as at October 2, 1999. 


b) RMC International Ltd. 
Effective July 1, 1999, the Company acquired substantially all of the net assets of RMC International Ltd. (“RMC”) 
for cash consideration of $37,643 and 564,528 common shares of the Company valued at $7,480. Additional cash 
consideration not to exceed US$15,000 will be paid if RMC achieves an earnings target for the calendar year 2000. 


RMC, located in Denver, Colorado, is an importer of indoor and outdoor space heating products. The acquisition was 
accounted for using the purchase method with the purchase price allocated to net identifiable assets at their fair value, 
as described on the following page. The results of operations of RMC are included in the Company’s consolidated 
statement of operations for the period since acquisition. 
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The acquisition is summarized as follows: 


$ 
Total assets 139355 
Goodwill 39,222 
Less liabilities assumed (7,454) 
Pe ia Race erick blild ab isighiseahmymteesnteemenn cca ae iit atc Ten oe aia OED) omer 


The cash component of the acquisition was financed by bank debt. 


c) Harris Systems Inc. 
Effective November 1, 1997, the Company acquired substantially all of the net assets of Harris Systems Inc. for cash 
consideration of $37,430. Harris Systems Inc., which is located in Skokie, Illinois, is a manufacturer of hearth 
product accessories, including gas log sets, glass doors and screens and mantles servicing home centres and mass 
merchants throughout North America. The acquisition was accounted for using the purchase method with the purchase 
price allocated to net identifiable assets at their fair value. Liabilities assumed at the time included $5,637 planned 
restructuring costs associated with relocating the Company’s existing gas log operation from Anaheim, California 
to Skokie, Illinois. In 1999, the Company incurred additional unexpected integration costs. These costs amounted 
to $2,250 and have been classified as restructuring costs (note 12). As at October 2, 1999, all integration costs 
had been paid. 


6 | Long-term Debt 


Long-term debt consists of the following: 


Non-revolving term credit facility currently advanced at fixed rates not exceeding 

180 days (1999 — 90 days) with a weighted average rate of 7.28% (1999 — 5.64%) 

repayable over quarterly instalments beginning September 30, 2000 to be fully paid 

by July 31, 2005. Included in this amount was U.S. dollar debt of $9,299 and U.K. pound 

sterling of GBP 2,050. Amounts outstanding at October 2, 1999 were repaid as scheduled 

during the fiscal year. 75,972 5,978 


A bridge loan facility at U.S. prime rate under which the Company may borrow up 
to $65,000, maturing on November 30, 2000 (1999 — US$20,500). This facility 
was paid in fiscal 2000. _— 30,258 


Revolving operating loans currently advanced at fixed rates not exceeding 180 days 

(1999 — 90 days) with a weighted average rate of 7.11% (1999 — 6%) under which the 

Company may borrow up to $100,000 (1999 — $95,000). Letters of credit totalling $6,244 

(1999 — $7,606) have been issued against this facility. Included in this amount was 

U.S. dollar debt of nil (1999 — $23,756). The credit facility expires on July 27, 2005 

(1999 — January 31, 2002). 52,660 75,864 


Revolving term credit facility of up to $50,000 advanced at fixed rates and/or floating 
rates not exceeding 180 days with a weighted average rate of 7.13%. If the credit 
facility is not extended by July 26, 2001, all undrawn advances will be cancelled and 
the drawn portion will become a term loan repayable in quarterly instalments to be 


fully paid by July 27, 2005. 7,400 — 
Capital lease obligations and other long-term debt bearing 
interest at 7.13% (1999-6.45%). 9265 SU a a ee 
141,297 NER ey eases 
Less current portion, Ui eae 36,236 
oa fee BI snc ER PE ro 


A 
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Notes to Consolidated Financial Statements 


September 30, 2000 
(in thousands of dollars) 


Effective July 27, 2000 the Company entered into a new syndicated banking facility. All outstanding debt under 
the previous credit facility was repaid. As at September 30, 2000 the Company’s total available line of credit was 
$231,000 (1999 — $150,000). 


Bank debt is available in Canadian and U.S. dollars and U.K. pounds sterling by way of prime rate based loans, 
Bankers’ Acceptances, LIBOR loans or any combination thereof. The U.S. prime rate as at September 30, 2000 was 
9.5% (1999 — 8.25%). Fair values of the committed long-term facilities and capital lease obligations are not 
materially different than the carrying value. 


The Company had provided a third party guarantee expiring on May 13, 2003 in respect of a line of credit totalling 
US$10,000. As at September 30, 2000, the Company had no further obligation under this arrangement. 


The bank credit agreement includes certain restrictive covenants and undertakings by the Company and its 
subsidiaries. The Company is in compliance with all covenants and undertakings. 


The future minimum annual principal repayments of long-term debt over the next five years and thereafter are as follows: 


itt: ————_—— 
2001 15,518 
2002 16,543 
2003 16,526 
2004 16,661 
2005 72,124 
Thereafter Na a See $925 a 
Cimell2 — 
Share Capital . 
The Company's authorized capital consists of an unlimited number of common shares without nominal or par value. 
a) Issued and outstanding 

Number of shares Amount 

tng (in thousands) ace th 
Balance September 30, 1998 41,915 135,691 
Options exercised 46 276 
Employee share purchase (i) 2 22 
RMC acquisition (note 5) 565 7,480 
Shares repurchased and cancelled (i) (196) puek ss (636) 
Balance October 2,199 an <n 
Options exercised 144 607 
Employee share purchase (i) 15 98 
Shares repurchased and cancelled (ii) (2,959) (9,989) 
scldcce sector ni coutialt Nels we lS ees eae aes ene aye hats NT 


(i) The Company has established an Employee Share Purchase Plan (“ESPP”) in order to encourage employees to 
participate in the growth and development of the Company. Annually, all eligible employees may contribute to the plan 
an amount up to 20% of their aggregate base cash compensation received in the previous year. Throughout the year, 
the administrator, on behalf of each participating employee, purchases shares from the Company at market price less 
a 15% discount. Employees can sell 85% of these share accounts at any time. The remaining 15% of employee share 
accounts vest equally over four quarters after the quarter in which shares were purchased. During fiscal 2000, 15,223 
(1999 — 2,057) shares were issued under the ESPP for $98 (1999 — $22). 
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(ii) On September 27, 2000, the Company renewed its Normal Course Issuer Bid enabling it to make market purchases 
of up to 2,987,000 of its common shares during the next twelve-month period. As at September 30, 2000 no shares 
had been repurchased. 


On September 25, 1999, the Company filed a Normal Course Issuer Bid enabling it to make market purchases of up 
to 3,000,000 of its common shares during the next twelve-month period. As at September 24, 2000, the expiry date 

of the Normal Course Issuer Bid, a total of 2,959,100 shares had been repurchased and cancelled at an average price 
of $7.02. Details of such repurchases are as follows: 


Price Paid 

Date of Purchase : Number of per Share 
Shares Purchased $ 

November 9, 1999 10,000 9.00 
December 2, 1999 532,900 E25 
— January 21, 2000 7,500 725 
January 28, 2000 96,600 7.00 
February 7, 2000 10,000 7.4375 
June 7, 2000 330,000 6.9790 
June 20, 2000 516,200 6.7427 
July 11, 2000 262,900 6.5039 
July 12, 2000 18,400 6.00 
July 13, 2000 48,700 6.00 
July 27, 2000 494,300 6.8767 
July 28, 2000 21,700 7.00 
August 14, 2000 71,100 7.2230 
August 17, 2000 12,100 7.5827 
August 18, 2000 158,200 7.50 
August 22, 2000 88,600 7.50 
September 8, 2000 113,900 7.2445 
September 14, 2000 107,000 Te25 
September 22, 2000 59,000 7.00 


On September 25, 1998, the Company renewed its Normal Course Issuer Bid enabling it to make market purchases of up 
to 3,000,000 of its common shares during the next twelve-month period. As at September 24, 1999, the expiry date of the 
Normal Course Issuer Bid, a total of 196,350 shares had been repurchased and cancelled at an average price of $11.98. 


Details of fiscal 1999 repurchases are as follows: 


September 3, 1999 55,250 shares were repurchased at $11.942 

September 10, 1999 11,100 shares were repurchased at $12.00 

September 14,1999 130,000 shares were repurchased at $12.00. 
a 196,350 


b) Stock options 
Under the terms of the Option Plan, all options are granted for a term of seven years commencing on the date of grant. 
All options granted prior to January 10, 2000 are exercisable six years and three hundred and sixty days from the date 
upon which such options were granted. For all options granted after January 10, 2000, one-third of such options will become 
exercisable as of each of the first, second and third anniversaries, respectively, of the date such options are granted. 


Options granted prior to September 15, 1999, may vest early if certain stock price performance criteria are met, being, 
one-third of the options granted in each fiscal year will become exercisable as of the first day of each of the three 
immediately following fiscal years, provided that the cumulative percentage increase in the market value of the 
common shares of the Company since the first day of the fiscal year in which the options were granted has been 

at least equal to 110% the cumulative increase of the Toronto Stock Exchange 300 Index during the same period. 

a 
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Notes to Consolidated Financial Statements 


September 30, 2000 
(in thousands of dollars) 


Under the Option Plan, the Company is authorized to issue a maximum of 5,624,500 common shares. As at September 30, 
2000, a total of 1,969,889 common shares is available for future grants and options. 


A summary of the status of the Option Plan as of September 30, 2000 and October 2, 1999, and changes during the 


years ended on these dates are presented below: 


Outstanding at September 30, 1998 
Granted 

Exercised 

Cancelled 

Repurchased 

Outstanding at October 2, 1999 


Granted 

Exercised 

Cancelled 

Outstanding at September 30, 2000 


The following table summarizes information about stock options outstanding at September 30, 2000: 


Common shares to be issued Exercise price 


JE I ey oo 
22,400 4.00 
5,266 5.875 
209,932 8.375 
212,012 12.625 
307,000 7.80 
707,000 1-25 
1,239,000 6.25 


Weighted 
average Number 
Number price of vested 
outstanding Si cueaet options 
1,114,597 8.56 808,219 
357,000 7.80 
(46,267) 5.97 
(242,785) 11.46 
sede (241,267). ads ue 
941,278 8.38 907,283 aca ae le oh elateln alate ao Rae aE a oe 
1,993,000 7.88 
(144,000) 4.22 
ies (87,668) 0 92o ee 
2,702,610 8.20 339,949 wwe die}h,+'s Bate ous ef Statin ees eagle ar seein a 
# of common 
Shares exercisable Expiry date 
22,400 February 16, 2003 
5,266 May 17, 2003 . 
209,932 November 27, 2003 
— October 1, 2004 
102,351 October 1, 2005 


October 4, 2006 
July 26, 2007 


Under the terms of the Option Plan, no options were repurchased during fiscal 2000 (1999 — 241,267 options were 


purchased for cash of $1,673). 


8 | Cumulative Translation Adjustment 


For the year ended September 30, 2000, the change in the cumulative translation adjustment balance on self- 
sustaining foreign operations, net of foreign exchange losses on long-term debt designated as hedges, was $4,073, 
relating primarily to the strengthening of the U.S. dollar against the Canadian dollar during the year. 


9 | Provision for Income Taxes 


a) Rate reconciliation 


The Company's effective income tax rates for the years ended September 30, 2000 and October 2, 1999 are derived as follows: 


Combined Canadian federal and provincial tax rate 
Manufacturing and processing profits deduction 
Income taxes at different rates in foreign jurisdictions 
Permanent and other 
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2000 1999 
cee Ld I ee ee RO 
44.64 44.66 
(0.19) (5.98) 
(14.78) (10.96) 
eo ee Lee A PER es 
31.11 30.88 


b) Provision for (recovery of) income taxes 
The components of income before income taxes by jurisdiction are as follows: 


Income before income taxes and amortization of goodwill 
Amortization of goodwill, net of tax 

Income tax on amortization of goodwill 

Income before income taxes 

Domestic 

Foreign 


The provision for (recovery of) income taxes consists of the following: 


Income taxes before the undernoted 
Income tax on amortization of goodwill 
Income taxes 

Current 

Future 


The details of the provision for current income taxes are as follows: 


Canadian federal taxes 
Provincial taxes 
Foreign taxes 


The details of the provision for (recovery of) future income taxes are as follows: 


Canadian federal taxes 
Provincial taxes 
Foreign taxes 
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2000 1999 
Neve:acud Be epee tect See che We 
59,716 28,859 
(4,661) (3,652) 
eee CT 
ane Oe es 
(1,076) 13,652 
Pe 0115 10200 
Salle aire soe 49,039 3 00 i 
2000 1999 
et ee Vetere lh oo, oor ae 
17,273 8,720 
re or CD eat) ee 
15,287 Mere 6 
oes 5,542 9,895 
Lc) 
evince 257 ee 
2000 1999 
ees end 5 
— 4,283 
— 2,434 
ate cola eyrraaneniecst Gain see 
vo mB M2 Ler 
2000 1999 
Rise cee, eee Satake... cares 
= (512) 
= (292) 
Cee ge ee ee 
Se he 9,715 (2,530) 
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September 30, 2000 
(in thousands of dollars) 


c) Provision for future income taxes 
Future income taxes have been provided on temporary differences which consist of the following: 


2000 1999 

puree $ cii 
Reserves and allowances 2,113 (133) 
Inventory 1,390 (2,778) 
Capital assets 2,442 (1,662) 
Goodwill 1,130 646 
Financing (31) (70) 
Compensation 246 (680) 
Net operating losses 1,894 2,263 
One i Se es (116) ee 

ee AL: 250) 

d) Future income tax assets and liabilities 
Future income taxes have been provided on temporary differences and consist of the following: 
2000 1999 

PE ie. & ER 
Current future income tax assets 
Reserves and allowances _ 3,031 9,190 
Inventory 1,798 1,542 
Compensation 1,040 1,411 
Net operating losses 1,750 4,689 
Stock options 9 348 
Other oe (358) 6 
Total current future income tax assets cee W272. 13186 
Current future income tax liabilities ee ll 
Net current future income tax assets cS. 7,177 13,002 — 
Long-term future income tax assets 
Financing 199 462 
Net operating losses 235 192 
Reserves and allowances 107 362 
Other Petes Awe ei taren Pees 338 265 
Total long-term future income tax assets 879 1,281 a 
Loup-lorm futurd income tax ictities!(. ..) Some ye hyueal eer  e 
Financing 64 94 
Capital assets 7,611 4,959 
Goodwill 5,314 4015 
Reserves and allowances 816 2,/85 
Othe. = | = eeaprememmreame. «ocd Sa a ae eee ee Lh et Meee oes ol ie oe 
Total long-term future income tax liabilities _ ae 13,968 11,934 ; = “9 
Net long-term future income tax liabilities $= |= «= = 13,089 alge; 10,653 . =. nn 


The Company has recognized the full amount of its future income tax assets with no valuation allowance for each of 
the years presented. 
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10] Contingencies and Commitments 
a) Lease commitments 
The Company is committed to premises and equipment leases with terms expiring at various dates during the next five 


years and thereafter. Future minimum annual payments under non-cancellable operating leases consist of the followin 
at September 30, 2000: 


2001 2,226 
2002 1,738 
2003 : 1,489 
2004 1,460 
2005 1,588 
Thereafter 7,954 

Pen a he 


b) Legal 
During the normal course of business, there are various claims and proceedings that have been or may be instituted 
against the Company. The disposition of the matters that are pending or asserted for which provision has not already 
been made is not expected by management to have a material adverse effect on the financial position of the Company 
or its results of operations. 


c) Other 
Pursuant to certain acquisitions, including a $3,000 joint venture investment in the year, the minority shareholders 
and joint venture partner have the option to cause the Company to purchase their interests. The Company has similar 
options to require the minority shareholders to sell their shares. The purchase price in both cases would be based 
upon a prescribed valuation formula. 


11 | Earnings per Share 
Basic earnings per share have been calculated using the weighted average of daily shares outstanding during the 
_ year of 41,397,710 (1999 — 41,945,167). 


Net income and earnings per share ($/share) were as follows: 


core ne Cee ee ee ee 

Fully diluted Fully diluted 

Income _ Earnings earnings Income _—_ Earnings earnings 

after tax. pershare per share after tax per share per share 

er So SA ce ee 

Income before the undernoted items 33,782 0.82 0.80 32,610 0.78 0.76 
Restructuring and other costs Alene Se ee eee (0.38) 
Net income 33,782 0.82 0.80 16,487 0.39 0.38 
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Restructuring and Other Costs 


In 1999 the Company established a business realignment plan to streamline operations and eliminate redundant 
assets and activities. This included the centralization of certain customer service, sales, marketing and administrative 
activities in the Company’s new facility in Mississauga, Ontario, abandonment and write-down of redundant facilities 
in Vermont and Huntington, and write-down of certain redundant products and materials related to the discontinuance 
of inefficient manufacturing activities. 


These activities were completed by March 31, 2000. At October 2, 1999, the identified assets were written down to 
expected liquidation values, and associated costs were provided for. Current liabilities as at September 30, 2000 
related to the above items was $1,045 (1999 — $3,068). 


In addition to this business realignment, the Company incurred other significant costs, including legal costs related 
to the defense and settlement of simultaneous patent infringement claims. 


Restructuring and other costs consist of the following: 


$ 

Facility rationalization, severance and other realignment expenditures 16,376 

Legal costs 4,379 
CHM Hants (nete 30) eee 2200 

23,005 


EF] Employee Benefit Plans 
The Company maintains various employee benefit plans which include a defined contribution plan and a multi- 


employer defined benefit plan. During the current year, the Company's benefit plan expenditures were approximately 
$1,493 (1999 — $1,578). 


14 | Segmented Information 

The Company operates in one business segment which includes the development, manufacture, and sale of fireplaces, 
hearth and related heating products and accessories. The Company conducts substantially all of its business activities 
in North America. External sales are allocated on the basis of sales to external customers. 


September 30, 2000 


U.S Canada Other Total 
8a ©. eee ee ek 

External sales 313,978 45,176 22,749 381,900 
Capital assets and goodwill 208 BB 20 BT 10 506 808 eee 


U.S Canada Other Total 

Me ee ee ee 
External sales 278,737 59,295 17,710 355,742 
Capital assets and goodwill 204,567 17,878 11,671 234,116 


Comparative Financial Statements 


During the year, the Company adopted the recommendation of the Canadian Institute of Chartered Accountants with 
respect to reporting goodwill net of tax on the consolidated statements of operations and retained earnings. 
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Five-Year Financial Performance 


Years Ended September 30 except October 2, 1999 


(in thousands of dollars, except per share amounts and statistics) 


Operating Results 

Sales 

Gross profit 

EBITDA before restructuring and other costs 

Earnings before restructuring and other costs 
and income taxes 

Earnings before restructuring and other costs 

Restructuring and other costs before tax 

Net income 


Pre-tax cash flow 
Capital expenditures 
Acquisition expenditures 
R&D expenses 


Number of employees 


Per Share 

Earnings before restructuring and 
other costs (basic) 

Earnings before restructuring and 
other costs (fully diluted) 

Net income (basic) 

Pre-tax cash flow 

Book value 


Financial Position 
Working capital 
Total assets 

Total debt 
Shareholders’ equity 


Financial Statistics 

Gross margin 

EBITDA before unusual items margin 

Current ratio 

Total debt/equity 

Total debt/total capitalization 

Return before restructuring and other costs 
on average equity 
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2000 


381,900 
137,007 
72,012 


49,039 
33,782 


33,782 


64,006 
13,413 
22,741 

5,348 


2,100 


0.82 


0.80 
0.82 
1.55 
6.16 


142,366 
452,248 
148,837 
243,453 


35.9% 
18.9% 
3.07 
0.61 
0.38 


14.4% 


1999 


359,742 
123,047 
66,309 


46,857 
32,610 
23,005 
16,487 


99,190 
16,786 
35,031 

4.117 


2,190 


0.78 


0.77 
0.39 
32 
one 


77,666 
418,420 
116,568 
225,/06 


34.6% 
18.6% 
Neg 
0.52 
0.34 


14.9% 


1998 


272,740 
93,843 
eo) 


SOpoul 
26,216 


26,216 


47,928 
13,019 
39,471 

3,621 


2,049 


0.63 


0.62 
0.63 
1.14 
9.06 


74,485 
360,469 
92,036 
212,012 


34.4% 
18.8% 
1.85 
0.43 
0.30 


13.7% 


1997 


250,646 
90,980 
46,784 


33,900 
23,602 


23,602 


43,015 
11,943 


4333 


WoZZ 


65,716 
254,484 
43,068 
172,138 


36.3% 
18.7% 
2.44 
0.25 
0.20 


18.3% 


1996 


168,418 
ID, I23 
17,566 


6,770 
9,990 


9,990 


17,644 
9,685 
74,796 
3,448 


1,394 


0.17 


0.16 
0.17 
0.53 
2.45 


94,061 
235,338 
116,785 

86,155 


33.0% 
10.4% 
Zoe 
1.36 
0.58 


6.8% 
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